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SEC Deems PCAOB Ready to Implement the
Sarbanes-Oxley Act
On April 25, 2003, the Securities and Exchange Commission (SEC) and the Public Company
Accounting Oversight Board (PCAOB) announced that the PCAOB has been determined to be
appropriately organized and has the capacity to carry out the requirements of the Sarbanes-Oxley
Act of 2002 (Act). The Act establishes the PCAOB and charges it with the responsibility of
overseeing audits of public companies. Under the Act, the PCAOB's duties include:
•
•
•
•

Registering public accounting firms.
Establishing auditing, quality control, ethics, independence, and other standards relating to
public company audits.
Conducting inspections, investigations, and disciplinary proceedings of registered accounting
firms.
Enforcing compliance with the Act.

The SEC is authorized to oversee the operations of the PCAOB, including but not limited to
authority to appoint or remove members of the PCAOB, to approve its budget and rules, and to
entertain appeals of adverse PCAOB inspection reports and disciplinary actions. Additional
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information about the PCAOB can be obtained at the PCAOB web site: http://www.pcaobus.org
and the AICPA web site: http://www.aicpa.org/info/Sarbanes-Oxley2002.asp

ASB Issues Three New Exposure Drafts
Proposed Sarbanes-Oxley Omnibus SAS
by Jane M. Mancino
The Auditing Standards Board (ASB) has issued an exposure draft of a proposed Statement on
Auditing Standards (SAS) that addresses certain provisions of the Sarbanes-Oxley Act of 2002
(Act). The draft proposes a new auditing standard requiring that SEC engagements be reviewed
by a reviewing partner. It also amends nine sections of the SASs to reflect various provisions of
the Act. Following is a summary of the provisions of the exposure draft:
•

Review of SEC Engagements by a Reviewing Partner. This amendment would establish a
new SAS requiring that SEC engagements be reviewed by a reviewing partner (often referred
to as a concurring partner). The review would be required for audits of financial statements,
reviews of interim financial information performed in accordance with SAS No. 100, Interim
Financial Information, and audits of internal control performed in conjunction with the
financial statement audit pursuant to the proposed SAS, Auditing an Entity’s Internal Control
Over Financial Reporting in Conjunction With the Financial Statement Audit. The proposed
SAS:
•
•
•
•
•
•

Provides guidance on the responsibilities of the reviewing partner and the objectives of
the review.
Provides guidance on the necessary qualifications of a reviewing partner.
Identifies procedures the reviewing partner should perform in reviewing an audit of
financial statements.
States that the reviewing partner’s procedures with respect to reviewing interim financial
information are similar to those for reviewing an audit of financial statements.
Identifies procedures the reviewing partner should perform in reviewing an audit of
internal control.
Establishes documentation requirements.

AU Section 310, Appointment of the Independent Auditor. For entities subject to Section 10A
of the Securities Exchange Act of 1934 (the 1934 Act), the proposed SAS would amend AU sec.
310 to require:
•

The audit committee to be directly responsible for the appointment, compensation, and
oversight of the work of the auditor (including resolution of disagreements between
management and the auditor regarding financial reporting).

•

The auditor to report directly to the audit committee. Therefore, for audits of such entities,
the audit committee (or the entire board of directors if there is no audit committee) ordinarily
would engage the auditor on behalf of the entity and its shareholders. If the entity has an
2

audit committee, the audit committee ordinarily would engage the auditor.
•

The auditor to document the understanding with the client through a written communication
(engagement letter), preferably signed by both the auditor and the client. (The matters to be
included in the understanding have been expanded.)

•

If applicable, the auditor to establish an understanding with the client regarding the audit of
internal control in accordance with the proposed SAS, Auditing an Entity’s Internal Control
Over Financial Reporting in Conjunction With the Financial Statement Audit. (The
amendment includes a list of the matters that should be included in the understanding.)

AU Section 315, Communication Between Successor and Predecessor Auditors. The proposed
SAS revises AU sec. 315.21 and adds new footnotes 10 and 11. The revision provides guidance
to a successor auditor who during an audit or reaudit of financial statements becomes aware of
information that leads him or her to believe that the financial statements reported on by a
predecessor auditor may require revision. In such circumstances, the successor auditor should
not report on revised audited financial statements before communicating to the predecessor
auditor the information described in AU sec. 315.21.
AU Section 316, Consideration of Fraud in a Financial Statement Audit. The proposed SAS
amends AU sec. 316 to require the auditor of an entity subject to Section 10A of the 1934 Act to
inquire of the audit committee as to the procedures placed in operation and complaints received
or concerns expressed as a result of established procedures for (1) receiving, retaining, and
treating complaints received by the issuer regarding accounting, internal accounting controls, or
auditing matters; and (2) the confidential, anonymous submission by employees of the issuer of
concerns regarding questionable accounting or auditing matters.
AU Section 333, Management Representations. The proposed SAS amends AU sec. 333.06 to
add the following item to the list of required management representations:
Disclosure of all significant deficiencies, including material weaknesses, in the design
or operation of internal controls that could adversely affect the entity’s ability to
record, process, summarize, and report financial data. Also, if, in a public company
audit, the auditor chooses to obtain a combined representation letter related to the audit
of financial statements and the audit of internal control, the auditor should obtain
additional representations relevant to the audit of internal control contained in AT sec.
501.44 of Reporting on an Entity’s Internal Control Over Financial Reporting.
AU Section 334, Related Parties. The proposed SAS adds a footnote to AU sec. 334.09 stating
that related party transactions may represent illegal acts. (For example, certain loans to a director
or an executive officer of a public company may be prohibited by the 1934 Act.)
AU Section 339, Audit Documentation. As required by the Act and pursuant to the recently
issued SEC rule, Retention of Records Relevant to Audits and Reviews, the proposed SAS
amends AU sec. 339, Audit Documentation, to require the auditor to adopt reasonable procedures
to retain audit documentation for a period of seven years after the auditor concludes the audit and
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for such additional period of time sufficient to satisfy any applicable legal or regulatory
requirements for records retention.
AU Section 380, Communication With Audit Committees The proposed SAS amends AU sec.
380 to:
•

Define an audit committee as (a) a committee (or equivalent body, such as a finance
committee or a budget committee) established by and among the board of directors or other
governing body for the purpose of overseeing the accounting and financial reporting
processes of the entity and audits of the financial statements of the entity or (b) for SEC
engagements, if no such committee exists, the entire board of directors.

•

Update the definition of an SEC engagement based on the recent revision of the SEC Practice
Section Reference Manual

•

State that in connection with an SEC engagement, the auditor should:
-

Report to the audit committee all of the entity’s critical accounting policies and practices
applied in its financial statements and the auditor’s assessment of management’s
disclosures regarding such policies and practices, the reasons why certain policies and
practices are or are not considered critical, and how current and anticipated future events
affect those determinations.

-

Report to the audit committee all alternative treatments within generally accepted
accounting principles for accounting policies and practices related to material items,
including recognition, measurement, presentation, and disclosure alternatives that have
been discussed with management during the current audit period, the ramifications of the
use of such alternative disclosures and treatments, and the treatment preferred by the
auditor. If an accounting policy selected by the client is not the policy preferred by the
auditor, the auditor should inform the audit committee of the reasons why management
selected that policy, the policy preferred by the auditor, and the reason he or she preferred
the other policy.

-

Discuss with the audit committee the auditor’s judgments about the quality, not just the
acceptability, of the entity’s accounting policies as applied in its financial reporting.

•

Require the auditor to determine that the audit committee has received copies of all material
written communications between the auditor and management, such as engagement letters,
management representation letters, reports issued on significant deficiencies or material
weaknesses, and written communications on accounting, auditing, internal control, or
operational matters.

•

For SEC engagements, require the auditor to communicate to the audit committee, prior to
the filing of the auditor’s report with the appropriate regulatory agency, the matters required
to be communicated about management’s judgments and accounting estimates, uncorrected
misstatements, accounting policies and alternative treatments, and significant written
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communications between the auditor and management. The auditor also should attempt to
make, prior to the filing of the auditor’s report with the appropriate regulatory agency, the
other communications required by this Statement; however, if such communications cannot
be made prior to the filing, they should be made as soon as practicable in the circumstances.
AU Section 722, Interim Financial Information. As required by the Act and pursuant to the
recently issued SEC rule, Retention of Records Relevant to Audits and Reviews, the proposed
SAS amends AU sec. 722, to require the accountant to adopt reasonable procedures to retain
review documentation for a period of seven years after the accountant concludes the audit of
financial statements of the fiscal year including the period under review or, if no such report is
issued, from completion of the review procedures for the last interim period reviewed within that
fiscal year and for such additional period of time sufficient to satisfy any applicable legal or
regulatory requirements for record retention. It also adds new paragraph 54 which states that the
proposed SAS, Review of SEC Engagements by a Reviewing Partner, requires that reviews of
interim financial information filed in the company’s quarterly reports on Form-10-Q or Form 10QSB during the period under audit should be subject to a reviewing partner’s review.
The proposed amendments that relate to SEC engagements would have varying effective dates
generally based on the effective dates of certain SEC rules. For non-SEC engagements, the
proposed amendments generally would be effective for periods beginning after December 15,
2003. The exposure draft may be downloaded from the AICPA Web site at
http://www.aicpa.org/members/div/auditstd/drafts.htm. Comments on the proposal may be sent
to sboothe@aicpa.org. The comment period ends on May 15, 2003.

Proposed SAS, Communication of Internal Control
Related Matters Noted in an Audit
by Julie Anne Dilley
The Auditing Standards Board (ASB) has issued an exposure draft of a proposed Statement on
Auditing Standards (SAS) entitled Communication of Internal Control Related Matters Noted in
an Audit. The proposed SAS would supersede SAS No. 60 of the same name (AU sec. 325).
The proposed SAS establishes standards and provides guidance to enhance the auditor’s
responsibility to communicate to the audit committee or its equivalent significant deficiencies
and material weaknesses in internal control that are noted in a financial statement audit. The
ASB believes that the proposed guidance will strengthen the quality of auditor communications
concerning such matters. The exposure draft:
•

Defines the terms internal control deficiency, significant deficiency (this term replaces and
therefore eliminates the term reportable condition), and material weakness.

•

Requires the auditor to report internal control deficiencies that constitute significant
deficiencies and material weaknesses to the audit committee, or its equivalent.
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•

Provides enhanced guidance on identifying significant deficiencies and material weaknesses.

•

Indicates that a material misstatement detected by the auditor’s procedures that was not
identified by the entity ordinarily is indicative of the existence of a material weakness in
internal control.

•

Requires the auditor to distinguish between significant deficiencies, material weaknesses, and
other comments that the auditor may choose to communicate (including internal control
deficiencies that are not required to be reported, or matters dealing with operational or
administrative efficiencies and other items of potential benefit to the client), if applicable.

•

Requires the auditor to document why he or she believes it is not necessary to repeat the
communication of previously reported but uncorrected significant deficiencies to the audit
committee or equivalent.

•

Provides enhanced reporting guidance.

The proposed SAS would not apply to audits of financial statements included in annual reports
of entities, other than registered investment companies, that file an annual report with the SEC
pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934, in which the auditor
engaged to perform the audit of the entity’s financial statements also is required to audit the
entity’s internal control over financial reporting. The proposed SAS, Auditing an Entity’s
Internal Control Over Financial Reporting in Conjunction With the Financial Statement Audit,
which appears in a separate exposure draft (see the following article), is intended to apply to
audits of these entities.
Comments on the exposure draft should be sent to Julie Anne Dilley, Audit and Attest Standards,
at jdilley@aicpa.org and should be received no later than May 30, 2003. Comments will become
part of the public record of the AICPA and will be available for public inspection, for one year,
at the AICPA’s offices after June 30, 2003.

Two Proposed SASs and an SSAE Related
to Reporting on Internal Control
by Julie Anne Dilley
The Sarbanes-Oxley Act of 2002 (the Act) requires auditors of the financial statements of certain
public companies to report on the effectiveness of management’s internal control over financial
reporting, in addition to reporting on the financial statements. The Auditing Standards Board
(ASB) has issued an exposure draft of two proposed Statements on Auditing Standards (SASs)
and a Statement on Standards for Attestation Engagements (SSAE) designed to assist auditors in
fulfilling that responsibility.
Additionally, the ASB has issued this exposure draft to:
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•

Strengthen the performance requirements applicable to all engagements to report on internal
control over financial reporting.

•

Define the term internal control deficiency and clarify the definitions of the terms significant
deficiency (formerly reportable condition) and material weakness.

Assumptions Pending Issuance of the Final Securities and Exchange Commission (SEC)
Rule and Proposed Alternatives. In October 2002 the SEC published a proposal to issue rules
to implement the requirements of Section 404 of the Act, “Management Assessment of Internal
Controls,” which requires the management of certain public companies to include in their annual
reports an assessment of the effectiveness of internal control over financial reporting.
The AICPA’s comment letter on the SEC’s proposed rule made several significant
recommendations to enhance the reports on internal control for users and to improve
implementation of the requirements of the Act by companies and by auditors. Pending issuance
of a final rule, some of the proposed guidance in this exposure draft, and particularly in the
proposed SAS Auditing an Entity’s Internal Control Over Financial Reporting in Conjunction
With the Financial Statement Audit, has been developed assuming that these recommendations
will be incorporated into the SEC’s final rule. The explanatory memorandum at the front of the
exposure draft summarizes the guidance that is based on these assumptions as well as the ASB’s
alternative proposals in the event the AICPA’s recommendations are not incorporated into the
SEC’s final rule. Following are the assumptions on which proposed guidance in this exposure
draft has been based:
•

Management’s and the auditor’s reports will include the same objectives, which are those set
forth in Sarbanes-Oxley Act Section 103(a)(2)(A)(iii)(II)(aa) and (bb).

•

Criteria on which management’s assessment and the auditor’s evaluation of internal control
over financial reporting are based will be suitable, recognized control criteria established
through due process, such as the framework of internal control established in the Committee
of Sponsoring Organizations of the Treadway Commission’s report, Internal Control—
Integrated Framework (COSO report).

•

The existence of a material weakness in internal control would preclude both management
and the auditor from concluding that internal control over financial reporting is effective.

•

Management’s report on internal control, which will be included in the company’s annual
report, will disclose significant deficiencies and material weaknesses.

•

Management has a process for identifying significant deficiencies or material weaknesses, as
defined in the auditing literature, that trigger a reporting obligation.

Following is a summary of the three exposure drafts:
Proposed SAS, Auditing an Entity’s Internal Control Over Financial Reporting in
Conjunction With the Financial Statement Audit. This proposed SAS would be applicable to
audits of financial statements included in the annual reports of entities, other than registered
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investment companies, that file with the SEC pursuant to Section 13(a) or 15(d) of the Securities
Exchange Act of 1934, in which the auditor engaged to perform the audit of the entity’s financial
statements also is required to audit the entity’s internal control over financial reporting (public
company audits). Nothing in the proposed SAS precludes its use by auditors performing both a
financial statement audit and an audit of internal control for other entities.
The proposed SAS:
•

Describes a public company audit as an integrated activity that consists of an audit of the
financial statements and an audit of internal control.

•

Requires auditors in such engagements to follow the guidance in the proposed SSAE
Reporting on an Entity’s Internal Control Over Financial Reporting, which is discussed
below.

•

Provides the following guidance on the relationship of a public company audit and a financial
statement audit:
-

The understanding of internal control and the tests of controls that may be performed
solely for the purpose of expressing an opinion on the financial statements are not
sufficient for the purpose of expressing an opinion on internal control. (The SAS provides
guidance on how the extent of understanding and the performance of tests of controls
differ).

-

The high level of assurance about the operating effectiveness of controls that the auditor
obtains to express an opinion on internal control does not overcome the requirement in
generally accepted auditing standards to perform substantive procedures for each material
class of transactions and account balance, including specific tests of details set forth in
other SASs.

-

The absence of misstatements does not provide evidence that controls related to the
assertion being tested are effective; however, misstatements detected as a result of
performing substantive procedures should be considered when assessing the operating
effectiveness of controls. A material misstatement detected by the auditor’s procedures
that was not identified by the entity ordinarily is indicative of the existence of a material
weakness in internal control.

•

Requires the auditor to use the same date for the opinion on the financial statements and the
opinion about the effectiveness of internal control because the engagement to express an
opinion on the financial statements and to express an opinion on internal control is an
integrated activity.

•

Enables the auditor to report on an entity’s internal control over financial reporting in
conjunction with the financial statement audit or report on these items separately, and
provides illustrative reports.
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•

Requires that when separate reports are issued, the report on the financial statements include
a paragraph referring to the audit of internal control, the date of the report (which is the same
date as the report on internal control), and the nature of the opinion expressed.

•

Reiterates reporting guidance that is consistent with the proposed SSAE Reporting on an
Entity’s Internal Control Over Financial Reporting, including requirements to:
-

Qualify the report for a material weakness and express the opinion directly on the
effectiveness of internal control, not on the assertion, in such circumstances.

-

Include a statement in the explanatory paragraph of a qualified report that the material
weakness was considered in determining the nature, timing, and extent of audit tests
applied in the audit of the financial statements and that the report on internal control does
not affect the report on the financial statements.

-

Disclaim an opinion on information that may be included in the entity’s report in addition
to management’s assertion about the effectiveness of the entity’s internal control.

•

Provides guidance for the auditor who subsequently discovers information existing at the
date of the auditor’s report.

•

Requires that prior to the issuance of the auditor’s report on internal control, the auditor
report material weaknesses to the audit committee, and determine that the audit committee is
aware of significant deficiencies that have been identified.

•

Requires the auditor to consider whether to communicate to management internal control
deficiencies identified by the auditor that are of a lesser magnitude than significant
deficiencies. In addition, the auditor is required to communicate to the audit committee that
such internal control deficiencies have been communicated to management.

Proposed SSAE, Reporting on an Entity’s Internal Control Over Financial Reporting. This
proposed SSAE establishes standards and provides guidance to the practitioner who is engaged
to issue or does issue an examination report on the effectiveness of an entity's internal control
over financial reporting, or on an assertion thereon. The proposed SSAE would be applicable to
all engagements to report on internal control over financial reporting.
The proposed SSAE:
•

Provides guidance on elements of the process, including documentation of controls, by which
the responsible party supports its evaluation of the effectiveness of internal control. The
requirement that the responsible party support its evaluation with sufficient evidence is a
condition for engagement performance.

•

Clarifies the guidance concerning which controls the practitioner should evaluate.

•

Provides enhanced guidance on planning the engagement, including new or expanded
guidance on:
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-

Obtaining an understanding of management’s process for evaluating the effectiveness of
the entity’s internal control

-

Implications for the engagement when service organizations are used

-

Factors to consider if the entity has operations in multiple locations or business units or if
the reporting entity has investments accounted for by the equity method of accounting.

-

The role of the internal audit function

•

Provides enhanced guidance on the understanding of the components of internal control that
is required to perform an engagement on internal control.

•

Provides enhanced guidance on testing and evaluating the operating effectiveness of controls,
including a discussion of:
-

The nature, timing, and extent of tests of controls.

-

Using the results of the responsible party’s tests, including the limits on the practitioner’s
ability to use such results.

•

Defines internal control deficiency, significant deficiency (this term replaces and therefore
eliminates the term reportable conditions), and material weakness.

•

Provides enhanced guidance on identifying significant deficiencies and material weaknesses.

•

Requires the practitioner to disclaim an opinion on information included in management’s
report, such as plans to implement new controls or management’s cost-benefit statement.

Proposed SAS, Amendment to Statement on Auditing Standards No. 100, Interim Financial
Information. This proposed SAS amends SAS No. 100 to require the independent accountant
conducting a review of interim financial information to inquire of management about significant
changes in the design or operation of internal control, as they relate to the preparation of annual
and interim financial information, that have occurred subsequent to the preceding annual audit
or prior review of interim financial information. This Statement also amends SAS No. 100 to
require the independent accountant to consider whether significant changes in internal control
may introduce significant deficiencies in the design of internal control.
Comments on the exposure draft should be sent via the Internet to Julie Anne Dilley, Audit and
Attest Standards, at jdilley@aicpa.org and received no later than May 15, 2003. Comments will
become part of the public record of the AICPA and will be available for public inspection at the
AICPA’s offices after June 15, 2003, for one year.
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Accounting and Review Services Committee Issues
Revised Representation Letter
by Kim Gibson
To assist in the implementation of recently issued Statement on Standards for Accounting and
Review Services (SSARS) No. 9, Omnibus Statement, the Accounting and Review Services
Committee has issued an updated illustrative representation letter. SSARS No. 9 requires an
accountant to obtain a representation letter when performing a review engagement, and also
requires that specific representations be included in the letter. The revised representation letter
addresses the specific requirements and replaces the existing letter in Appendix F of SSARS.
The revised illustrative representation letter includes a list of additional representations the
accountant should consider obtaining, for example, an updated representation for FASB
Statement No. 142, Goodwill and Other Intangible Assets, and FASB Statement No. 144,
Accounting for the Impairment or Disposal of Long-Lived Assets. The current issue of the
Codification of Statements on Standards for Accounting and Review Services does not include
this updated representation; however, the Codification will be updated upon the next printing.
The revised illustrative representation letter can be found at www.aicpa.org

Firms that Audit Privately-Held Broker-Dealers
To Register With PCAOB
Although the Sarbanes-Oxley Act of 2002 is primarily directed at “issuers” (as defined by the
Act) and their auditors, privately-held securities broker-dealers also come under the scope of
certain provisions of the Act. This is because section 205(c)(2) of the Act amended section 17
(15 U.S.C. 78q) of the Securities Exchange Act of 1934 to require all broker/dealers (both public
and private) to be audited by a public accounting firm registered with the Public Company
Accounting Oversight Board (PCAOB). The National Association of Securities Dealers
estimates that there are currently 700 public accounting firms auditing both public and private
broker-dealers. Firms that are subject to this requirement should register with the PCAOB within
180 days after the date the SEC determines that the PCAOB is organized and has the capacity to
carry out its requirements. (The SEC made this determination on April 26, 2003.)
In addition, although some of the SEC’s new rules on auditor independence apply only to
issuers, most apply to all entities that register or file statements with the SEC (referred to as
“audit clients” in the rules).
For the complete text of the new rules, refer to:
http://www.sec.gov/rules/final/33-8183.htm
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Highlights of Technical Activities
The Auditing Standards Board (ASB) performs its work through task forces composed of
members of the ASB and others with technical expertise in the subject matter of the projects. The
findings of these task forces periodically are presented to members of the ASB, at public
meetings, for their review and discussion. Listed below are the current task forces of the ASB
and brief summaries of their objectives and activities.
Task Forces of the ASB
Audit Committee Task Force: (Staff Liaison: Kim M. Gibson; Task Force Chair: Bruce Webb).
The task force has drafted guidance that amends existing professional standards related to auditcommittee communications to reflect the applicable provisions of the Sarbanes-Oxley Act. The
guidance developed by the task force has been included in the exposure draft, Sarbanes-Oxley
Omnibus SAS. One of the more significant provisions of that guidance is a requirement that the
auditor obtain a written engagement letter from the client documenting their understanding of the
services to be performed. For additional information about this topic, see the article, “Proposed
Sarbanes-Oxley Omnibus SAS” on page 2.
Audit Issues Task Force (Staff Liaison: Gretchen Fischbach; Task Force Chair: James S.
Gerson). This task force generally meets on a monthly basis to (1) oversee the ASB’s planning
process, (2) evaluate technical issues raised by various constituencies and determine their
appropriate disposition including referral to an ASB task force or development of an
interpretation or other guidance, (3) address emerging audit and attestation practice issues, (4)
provide advice on ASB task force objectives and composition, and monitor the progress of task
forces, and (5) assist the chair of the ASB and the Audit and Attest Standards staff in carrying
out their functions, including liaising with other groups.
Confirmations Task Force (Staff Liaison: Judith M. Sherinsky; Task Force Chair: Steven L.
Schenbeck). This task force has developed recommendations for revising SAS No. 67, The
Confirmation Process, primarily based on recommendations of the AICPA’s Practice Issues
Task Force and the Public Oversight Board’s Panel on Audit Effectiveness. At its April 2003
meeting, the ASB discussed an issues paper proposing revisions to SAS No. 67 that would:
•
•
•

Clarify and strengthen the criteria that must be met before an auditor may omit performing
alternative procedures when the auditor has not received a response to a positive
confirmation request.
Address the security of electronically transmitted confirmations and recommend that the
auditor consider the effect of technology on the confirmation process.
Provide guidance on:
- The auditor’s response when management requests that the auditor not confirm certain
accounts.
- The use of accounts payable confirmations.
- How the auditor may use client personnel in the confirmation process while still
maintaining control of that process.
- Confirmation of related party transactions.
12

-

The conditions that should be met to overcome the presumption that it is necessary to
send confirmations.
How the auditor should proceed if he or she does not expect a response to a confirmation
request.

The task force is revising the issues paper to reflect the ASB’s conclusions.
Consistency Task Force (Staff Liaison: Gretchen Fischbach; Task Force Chair: Craig W.
Crawford). The task force is considering whether the second reporting standard of the ten
generally accepted auditing standards, which relates to consistency, should be eliminated. The
consistency standard requires the auditor to identify in his or her report circumstances in which
generally accepted accounting principles have not been consistently observed in the current
period in relation to the preceding period. This topic is addressed in AU Section 420,
“Consistency of Application of Generally Accepted Accounting Principles.” At its April 2003
meeting, the ASB considered the task force’s proposal to eliminate the consistency explanatory
paragraph. The task force believes that when there has been a change in accounting principle that
affects comparability, the auditor should not be required to add a consistency explanatory
paragraph to the auditor’s report because it (1) duplicates the disclosure management is required
to make under GAAP, and (2) detracts from other explanatory information that may be in the
auditor’s report and other disclosures or information in the financial statements. The ASB
unanimously supported a proposal to eliminate the required consistency paragraph, but
recognized that certain parties may oppose elimination of the paragraph because of their belief
that the paragraph serves the public interest. Although the ASB disagrees with this position, it
discussed an alternative to eliminating the paragraph in all situations. That alternative is to
eliminate the paragraph only for mandatory changes (changes required as a result of a new
accounting principle). The ASB leadership will discuss the proposal to eliminate the consistency
explanatory paragraph with the Public Company Oversight Board before proceeding with the
project.
Financial Instruments Task Force (Staff Liaison: Judith M. Sherinsky; Task Force Chair:
Stephen D. Holton) This task force has drafted additional case studies for the Audit Guide,
Auditing Derivative Instruments, Hedging Activities, and Investments in Securities, that address
technical practice issues such as ineffectiveness in a hedging relationship, the use of regression
analysis to assess effectiveness, impairment considerations for a hedged asset, and considerations
when a component of the derivative instrument’s gain or loss is excluded from the assessment of
effectiveness. The task force anticipates that the updated Guide will be issued in the latter part of
2003.
On April 30, 2003, the Financial Accounting Standards Board issued Statement No. 149,
Amendment of Statement 133 on Derivative Instruments and Hedging Activities. This Statement
amends and clarifies accounting for derivative instruments, including certain derivative
instruments embedded in other contracts, and for hedging activities under Statement 133. For
additional information about Statement No 149, visit the FASB’s Web site at
http://www.fasb.org/news/nr043003.shtml
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Horizons II Task Force (Staff Liaison: Gretchen Fischbach; Task Force Chair: John A.
Fogarty). This task force is developing the ASB’s strategic plan for the next three to five years.
The ASB welcomes the input of AICPA members and others interested in the ASB’s planning
activities. Comments should be directed to Gretchen Fischbach via the Internet at
gfischbach@aicpa.org.
Internal Control Reporting Task Force (Staff Liaison: Julie Anne Dilley; Task Force Chair:
Garrett L. Stauffer). At its February 2003 meeting, the ASB voted to expose proposed standards
drafted by the task force. For information about these proposed standards, see the article on page
5, “Proposed SAS, Communication of Internal Control Related Matters Noted in an Audit,” and
the article on page 6, “Two Proposed SASs and an SSAE Related to Reporting on Internal
Control.”
International Auditing Standards Subcommittee (Staff Liaison: Susan S. Jones; Subcommittee
Chair: Tom Ray). The objective of this subcommittee is to support the development of
international standards. Subcommittee activities include providing technical advice and support
to the AICPA representative and technical advisors to the International Auditing and Assurance
Standards Board, commenting on exposure drafts of international assurance standards,
participating in and identifying U.S. volunteer participants for international standard-setting
projects, identifying opportunities for establishing joint standards with other standard setters,
identifying international issues that affect auditing and attestation standards and practices, and
assisting the ASB and other AICPA committees in developing and implementing AICPA
international strategies.
Joint Quality Control Standards Task Force (Staff Liaison: Judith M. Sherinsky; Task Force
Chair: Craig W. Crawford). The task force considers matters related to Statements on Quality
Control Standards (SQCSs). The task force has revised, Guide for Establishing and Maintaining
a System of Quality Control for a CPA Firm’s Accounting and Auditing Practice to include:
•
•
•
•
•

More specific and detailed guidance, as recommended by the Panel on Audit Effectiveness.
Guidance concerning significant clients.
A new chapter titled, "Quality Control for Alternative Practice Structures."
The practice aid, "Assessing the Effect on a Firm’s System of Quality Control Due to a
Significant Increase in New Clients and/or Experienced Personnel."
All of the quality control standards.

Joint Risk Assessments Task Force (Staff Liaisons: Julie Anne Dilley and Sylvia Barrett; Task
Force Chairs: John A. Fogarty and John Kellas). This task force is a joint effort of the
International Auditing and Assurance Standards Board and the ASB. At its October 2002
meeting, the ASB voted to expose seven proposed SASs related to the auditor’s risk assessment
process, including assessing the risks of material misstatement and designing audit procedures to
respond to the assessed risks. The comment deadline on this exposure draft is April 30, 2003. To
see the exposure draft, go to http://www.aicpa.org/members/div/auditstd/auditrisk120202.asp
The October 2002 issue of In Our Opinion contains a detailed article about the exposure draft.
To
see
that
article,
see
page
5
of
the
October
2002
issue
at:
http://www.aicpa.org/download/auditstd/0210_in_our_opinion.pdf
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Legal Inquiry Letters Reeducation Task Force (Staff Liaison: Gretchen Fischbach; Task Force
Chair: Susan L. Menelaides). This joint task force, composed of representatives of the AICPA
and the American Bar Association, was established to address concerns regarding language used
by auditors in audit inquiry letters issued pursuant to SAS No. 12, Inquiry of a Client’s Lawyer
Concerning Litigation, Claims, and Assessments, and responses by attorneys to those letters.
Sarbanes-Oxley Omnibus SAS Task Force (Staff Liaison: Jane M. Mancino; Task Force Chair:
Susan Menelaides) This task force is developing technical amendments to the professional
standards to reflect provisions of the Sarbanes-Oxley Act, other than those relating to internal
control and audit committees. On April 1, 2003, the ASB issued an exposure draft of a proposed
SAS, titled Sarbanes-Oxley Omnibus Statement on Auditing Standards. For additional
information about this exposure draft, see the article, “Proposed Sarbanes-Oxley Omnibus SAS,”
on page 2.
Sustainability Reporting Task Force (Staff Liaison: Jane M. Mancino; Task Force Chair: Beth
A. Schneider). This joint task force of the AICPA’s ASB and Assurance Services Executive
Committee and the Canadian Institute of Chartered Accountants is charged with developing a
marketable assurance service that addresses sustainability reporting, and participating with other
organizations in the development of suitable criteria for the preparation of such presentations.
Sustainability presentations are issued by companies to explain their economic, environmental,
and social performance.
Based on updated market research, the AICPA has concluded that significant demand by U.S.
companies for attest services related to sustainability reporting may be several years off.
Therefore, the AICPA has chosen to postpone joint development of an assurance service on
sustainability reporting. The AICPA will continue to monitor the market demand for
sustainability reporting in the U.S. and will regroup if and when market demand warrants.
The task force has been focusing on possible services CPAs and Chartered Accountants might
provide related to greenhouse gas (GHG) emissions trading. The task force has developed a
proposed statement of position (SOP) provides guidance for performing an attest engagement
related to GHG emissions. The task force presented the proposed SOP to the Audit Issues Task
Force (AITF) in May 2003 and the AITF requested that the task force provide additional
guidance on adequate knowledge of the subject matter and issues related to the use of a specialist
in attest engagements on GHG emissions. The task force will present a revised draft of the SOP
at the AITF’s July 2003 meeting. For more information on sustainability reporting and GHG
emissions trading, visit http://www.aicpa.org/innovation/baas/environ/index.htm.
Multi-location Audit Task Force (Staff Liaison: Judith M. Sherinsky, Task Force Chair: Alan G.
Paulus). The task force is developing revisions to the SASs to provide guidance for audits of
entities that have multiple locations or business units (components). The following are some of
the questions the task force is considering:
•
•

How should the auditor’s consideration of the control environment affect the selection of
components to visit or procedures to perform?
What is the extent of knowledge and involvement needed by the auditor with final
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•
•

responsibility in a multilocation audit?
What factors should be considered in rotating the coverage of smaller components?
What factors should be considered in determining the extent to which the auditor considers
the work performed by internal auditors at components?

The task force met for the first time in February 2003 and plans to present proposed revisions of
the SASs at the June 2003 ASB meeting.
Social Insurance Task Force (Staff Liaison: Judith M. Sherinsky, Task Force Chair: Pat
McNamee) This new task force is developing an engagement that will enable practitioners to
report on the federal government’s Statement of Social Insurance, which contains information
about the projected liability for social insurance programs, such as Medicare and Social Security.
The federal government is required by Federal Accounting Standards Advisory Board Statement
of Federal Financial Accounting Standards No. 17, Accounting for Social Insurance, to
determine and report on this liability. The task force will meet for the first time in May 2003.
Using the Work of a Specialist Task Force (Staff Liaison: Gretchen Fischbach; Task Force
Chair: Michael T. Umscheid). This task force is considering revisions to SAS No. 73, Using the
Work of a Specialist. At its April 2003 meeting, the ASB discussed issues identified by the task
force, including:
•
•
•

Expanding SAS No. 73 to provide more specific guidance regarding the auditor’s evaluation
of the specialist’s work.
Revising the definition of the term specialist.
Providing guidance to assist auditors in determining when an outside specialist is part of the
audit engagement team.

The task force is developing a revised draft of SAS No. 73 and will present that draft at the July
2003 ASB meeting.

Other Activities
Accounting and Review Services Committee (ARSC) (Staff Liaison: Kim M. Gibson;
Committee Chair: Andrew M. Cohen). The ARSC has revised the illustrative management
representation letter in SSARS No. 1, Compilation and Review of Financial Statements, to reflect
changes introduced by SSARS No. 9, Omnibus Statement. For additional information about the
revised representation letter, see the article on page 11, “Accounting and Review Services
Committee Issues Revised Representation Letter.” The ARSC will hold its next meeting at the
New York office of the AICPA on July 28-29 2003.
Auditing Standards Committee (Chair: Brian Ballou, Auburn University; ASB/AICPA Liaisons
to the Committee: William Messier and Gretchen Fischbach) The Auditing Standards Committee
of the American Accounting Association (AAA) is charged with fostering interaction between
the Association’s Auditing Section and auditing standard-setting bodies such as the AICPA’s
ASB. The ASB supports strengthening its relationship with the academic community as well as
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increasing the community’s participation in the standard-setting process. ASB member William
Messier, and Gretchen Fischbach, Audit and Attest Standards Technical Manager, are liaisons to
the AAA Auditing Standards Committee. In January 2003, at the Mid-Year Meeting, ASB
member, Lynford Graham, participated in a panel discussion, “Perspectives on Risk
Assessment.”
International Auditing and Assurance Standards Board (IAASB) (U.S. Member: Edmund R.
Noonan; U.S. Technical Advisor: Susan S. Jones). The IAASB met in March 2003 in
Melbourne, and again in May 2003 in New York. At its March meeting, the IAASB voted to
expose a proposed International Standard on Assurance Engagements, Assurance Engagements,
and a proposed International Auditing Practice Statement that provides guidance on how to apply
the auditing standards to audits of small enterprises. The IAASB also voted to issue a final
International Auditing Practice Statement, Reporting by Auditors on Compliance with
International Financial Reporting Standards. At its May meeting, the IAASB voted to expose a
revision to an International Standard on Auditing on quality control that provides guidance to
auditors to ensure that the work performed on each individual engagement is performed in
accordance with the professional standards. The IAASB also voted to expose a new
International Standard on Quality Control that provides guidance to the firms on implementing a
system of quality control to ensure that all of the engagements performed by the firm are
conducted in accordance with professional standards. The next meeting of the IAASB will take
place in New York in July 2003. For more information about the activities of the IAASB,
including exposure drafts, final standards, and information about attending public meetings of
the IAASB, go to www.ifac.org/iaasb
Privacy Task Force (Staff Liaison: Erin P. Mackler, Karyn Waller; Chair: Everett Johnson) A
task force of the AICPA and the CICA has developed a “privacy framework” that includes
criteria and guidance for designing, maintaining, evaluating, and reporting on an entity’s privacy
program. Privacy relates to the rights and obligations of individuals and organizations with
respect to the collection, use, disclosure, and retention of personal information. Recent privacy
laws and regulations have prompted entities to focus on their privacy programs. The Assurance
Services Executive Committee plans to expose the privacy framework for comment in May
2003, and will post the exposure draft at: www.aicpa.org/innovation/baas/ewp/homepage.htm
and www.cpa2biz.com/ResourceCenters/Information+Security/Privacy. Judith Sherinsky assists
the task force with aspects of the project related to attestation engagements.
Valuing Privately-Held-Company Equity Securities (VPES) Issued in Other Than a Business
Combination Task Force (Staff: Marc Simon; Chair: Val Bitton) This task force of the AICPA’s
Accounting Standards Team is considering how to value privately-held-company equity
securities that are issued in other than a business combination. In February 2003, the task force
posted a preliminary draft of a proposed practice aid, Valuation of Privately-Held-Company
Equity Securities Issued in Other Than a Business Combination, to the AICPA Web site with a
60-day comment period, and is currently considering the comments received. The ASB is
monitoring this project and plans to develop auditing guidance related to the valuation of
privately-held-company equity securities. ASB member Lynford Graham is also a member of
this task force, and Gretchen Fischbach, Audit and Attest Standards Technical Manager, attends
the meetings as an observer.
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Recently Issued and Approved Documents
Title (Product Number)
Issue Date
Effective Date
Statements on Auditing Standards (SASs)
SAS No. 101, Auditing Fair Value
January 2003
Effective for audits of financial
statements for periods beginning on or
Measurements and Disclosures
(060703)
after June 15, 2003. Earlier application of
the provisions of this Statement is
permitted.
New
SAS No. 100, Interim Financial
November 2002
Effective for interim periods within fiscal
Information (060702)
years beginning after December 15, 2002.
Earlier application is permitted
SAS No. 99, Consideration of Fraud
October 2002
Effective for audits of financial
statements for periods beginning on or
in a Financial Statement Audit
(060701)
after December 15, 2002. Earlier
application is permitted
SAS No. 98, Omnibus—2002
September 2002
Effective upon issuance except for the
(060700)
revision to SAS No. 70, effective for
reports issued on or after January 1, 2003.
Earlier application is permissible.
SAS No. 97, Amendment to SAS No.
August 2002
Effective for written reports issued, or
50, Reports on the Application of
oral advice provided on or after June 30,
Accounting Principles (060699)
2002. Earlier application of the provisions
of the Statement is permissible.
Statements on Standards for Attestation Engagements (SSAEs)
SSAE No. 12, Omnibus— 2002
September 2002
Effective upon issuance.
(023031)
Statements on Quality Control Standards (SQCSs)
SQCS No. 6, Amendment to Statement
on Quality Control Standards No. 2,
System of Quality Control for a CPA
Firm’s Accounting and Auditing
Practice (067024)

September 2002
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Effective upon issuance.

Interpretations of SASs
Title
Interpretation of SAS No. 58, Reports
on Audited Financial Statements

Issue Date
November 2002

Effective Date
Interpretations of audit, attest, and quality
control standards are effective upon
issuance in the Journal of Accountancy.

Interpretation No. 15, “Reporting as
Successor Auditor When Prior-Period
Audited Financial Statements Were
Audited by a Predecessor Auditor
Who Has Ceased Operations”
(AU sec. 9508)
Statements of Position
Title (Product Number)
Statement of Position 02-1,
Performing Agreed-Upon Procedures
Engagements That Address Annual
Claims Prompt Payment Reports as
Required by the New Jersey
Administrative Code
(014934)

Issue Date
May 23, 2002

Effective Date
Effective upon issuance

AICPA Audit Guides
Service Organizations: Applying SAS
No. 70, As Amended
(012772)

April 15, 2002
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Projected Auditing Standards Board Agenda
Codes: DI- Discussion of issues, DD - Discussion of draft document, ED-Vote to ballot a
document for exposure, EP-Exposure Period, CL- Discussion of comment letters, FI- Vote to
ballot a document for final issuance, SU- Status Update
.
Project

June 3-5, 2003

July 29-31, 2003

New York, NY

New York

Consistency

DD

Confirmations

DD

Internal Control Reporting

CL

Joint Risk Assessment

CL

Multi-location Audits

DD
DD

Sarbanes-Oxley Omnibus SAS

CL

Social Insurance

SU

Using the Work of a Specialist

DD
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